NIVE 
OF MICHIGA 


| 
JUL 17 1956 : 


| x 
i 
| 
UNIVERSITY OF MICHIGAN ANN ARBOR 
| 

6/75 

6 

ate 


VOLUME Vill JULY 1956 NUMBER 4__ 


Business Keview 


Published bi-monthly by the Second-class Mail 4 
School of Business Administration ized 

University of Michigan, Ann Arbor 
Printed ct Ann Arbor, Michigan 


R. A. Stevenson, Dean 


O. W. Blackett 
Clare E. Griffin 
Philip Wernette, Editor 


The views and opinions expressed in the Review are those of the several : 
authors, ‘and do not represent an official opinion of the Schoo! of Business : 
Copyright, 1956, University of Michigan. Request to reprint material : 
'. appearing in this Review should be addressed to the editor. J 
This Review is sent free on request, as a service fo the business and 
academic communities. A request on your letterhead will bring it to you. 2 
Address Michigan Business Review, School of Business Administration, aq 
University of Michigon, Ann Arbor, 
if your address changes. 
. This Review is available to college students in the college libraries, to 


A 


OS 


| 
| 
| 
EDITORIAL BOARD: rt 
I 


1956 


Analysis of the ways in which management affects prosperity 
indicates that management’s contribution is underestimated. 


The Growing Responsibility 
Management to Our Economy 


HE professional economist speaks of many 

factors in accounting for the prosperity of 
our country. I suppose I’m like most business 
men. I had economics in college, but have had 
little exposure to theory since then. 

I would like to place particular emphasis 
on the role of management. When I speak of 
management, I don’t mean it in the sense of 
business management alone. Management in 
all fields of endeavor has a definite impact on 
our total picture. This University is an excel- 


About the Author— 

A graduate of Columbia University (B.S., 1932) 
and a New York C.P.A., Mr. Lewis has been Presi- 
dent of Argus Cameras, Inc., since 1949. In 1953 he 
was President of the National Association of Photo- 
graphic Manufacturers. 

This article is a summary of a talk given by him 
at the 26th Alumni Conference of the University of 
Michigan School of Business Administration, in Ann 
Arbor, May 18, 1956. 
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lent illustration of visionary management in 
the educational field. The conception of the 
North Campus is one of the best examples of 
practical long-range planning that I have ever 
seen. 

However, because of a greater familiarity 
with business management, I would like to 
confine my observations to that area. 

There are two broad areas that control our 
prosperity: 

1. Production, and 
2. Consumption. 

Production depends on a number of factors 
—the working population, natural resources, 
business management, capital goods, risk- 
taking enterprise, and the government. 

Natural resources are a matter of good 
fortune, and government is unpredictable. 

In my opinion, the other factors revolve 


NEW PUBLICATION SCHEDULE 


The publication schedule of the Review is being changed. Henceforth, it will be 
published bi-monthly during the academic year—in November, January, March, May, 
and July. The gist of the change is that there will be no issue appearing in September. 
The next issue following this one, therefore, will reach you in November. 

The change is being made because the customary seasonal decline in academic 
activity in the late summer has created difficulties in the preparation and distribution 


We trust that the new schedule will have the approval of our readers, and we hope 
that they will find the Review a service to the American private enterprise system. 
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substantially around good management. The 
very essence of risk-taking enterprise, and the 
formation of capital goods, is good manage- 
ment. I am also of the opinion that manage- 
ment has a profound influence on the efficiency 
of the working population. 


Recent Progress in Management 


The development of management has, of 
course, been taking place over a period of 
many years. 

However, the greatest progress has been 
made in recent years. World War II and the 
Korean episode gave a substantial impetus 
to the movement, and the activity in manage- 
ment development since then has been amaz- 
ing. This Conference is a typical example of 
that activity. 

The University of Michigan School of Busi- 
ness Administration, and many others, have 
broadened their scope for all students and are 
offering many opportunities for mature busi- 
nessmen to improve their knowledge and share 
experiences with other businessmen. The 
American Management Association, the Na- 
tional Association of Manufacturers, and 
many other organizations, are doing an exten- 
sive job on all kinds of business seminars. In 
addition to these sources of management edu- 
cation, many companies are carrying on train- 
ing programs of their own at all levels. 


Important Forms of Improved 
Management 


In what forms, then, are these improvements 
in management ability showing themselves? 
I feel the important ones are: 

1. Organization planning, 

2. Long-range fiscal and operational plan- 
ning. 

3. Stabilization of employment, 

4. Management education and training of 
employees, 

5. Increased research, 

6. Equipment improvement, 

7. Striving for innovation in all phases of 
the business, and 

8. Public responsibility. 


All these important managerial concepts 
add up to the fact that American business 
today is dynamic, plans courageously for fu- 
ture growth, and plays to win. 


Expansion and Development 


Do you remember the period at the end of 
World War II when nearly everyone worried 
about excess productive capacity? We added 
to it after World War II, and then at the 
time of the Korean crisis we again substan- 
tially increased our productive facilities. 

The truly amazing thing is that on top of 
all this expanded capacity we have continued 
to add hitherto unheard-of values. Business 
plant and equipment expenditures are sched- 
uled to total $39 billion this year, exceeding 
1955, which was itself an all-time record, by 
30 per cent. The evidence suggests continuing 
large outlays in 1957. 

The very boldness of business plans for 
expansion has, in my opinion, had a great 
bolstering influence on what might have been 
a negative attitude on the part of our 
economy. 

You undoubtedly remember January of 
1954, when Harlow Curtice announced the 
General Motors Program of one billion dol- 
lars. The effect of that announcement was 
quite obvious. 

There is little reason to doubt the firmness 
of these business expansion and modernization 
plans. They are parts of long-term programs 
for cost-cutting, introduction of new products, 
and supplying growing markets. 


Stability and Productive Efficiency 


In talking about economic stability and 
increased productive efficiency, it is difficult 
to determine whether the chicken or the egg 
comes first. 

We now find that stability of employment 
not only is a more pleasant way to operate 
and fulfills a social responsibility; but even 
more important, it is becoming increasingly 
a business necessity. When you contemplate 
unemployment insurance, supplementary un- 
employment benefits, pensions and other la- 
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bor add-ons, it becomes an expensive situation 
to have your labor force go up and down 
sharply. 

Another force that is driving management 
to greater accomplishment is the constantly 
increasing wage and salary cost. In order to 
support our high labor cost in the world 
market, we wage a ceaseless battle for labor- 
saving tools and equipment. 

The need for stability of employment, the 
drive for labor-saving operations, and the 
challenge of expanding population and mar- 
kets, have made it necessary for American 
businessmen to be long-range planners—men 
of vision and courage. 

My own business is an example of what 
I mean. In manufacturing cameras, we pay 
an average wage of about $2.50 an hour. In 
Germany the average wages are about 48 
cents an hour, and in Japan, about 22 cents 
an hour. To compete in this kind of a situation 
we are forced to know our markets, make 
long-range plans and forecasts, invest sub- 
stantial sums in tooling and equipment, and 
have confidence in our merchandising ability. 
We have to be right, and we have to play to 
win. 


Selling the Goods 


I’ve been talking mostly about production. 
Now I’d like to touch on consumption. All the 
production genius in the world would get us 
nowhere without the consumption to match it. 

The one thing that sets us apart from the 
rest of the world economically is a combina- 
tion of competition and merchandising ability. 
Our merchandising methods build strong 
brand names. A strong brand name is only as 
good as the product and service over a period 
of time. 

A strong brand name enables a manufac- 
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turer to sell sufficient volume to permit effi- 
cient equipment and tools, which in turn 
permit a low price to the public. The basis of 
the American economy is large volume. If our 
foreign competitors enjoyed the same volume 
that we do, it wouldn’t take them long to be 
just as efficient on tools and equipment. 


Management’s Increasing Effectiveness 


American business management is increas- 
ing its effectiveness in a number of ways— 

1. The increasingly high costs of fluctua- 
tions in production encourage stability of 
employment. 

2. Constantly increasing wages and salaries 
force a ceaseless search for innovation and 
automation. 

3. The steady improvement in management 
technique and understanding has enabled bet- 
ter planning for the future. 

4. Our merchandising skill, combined with 
constantly lower prices, enables us to keep 
consumption paced with productive capacity. 


Management's Importance 
Underestimated 


This has been a thumbnail review of my 
conception of an important phase in the 
American economy and how it is affected by 
management. 

An analysis of our $400 billion output of 
goods and services shows that 65 per cent is 
represented by consumer purchases, 17 per 
cent by business purchases, and 18 per cent 
by government purchases. In other words 82 
per cent of our economy is directly influenced 
by business management. 

I offer for your consideration as a new eco- 
nomic concept, that perhaps the importance 
of management has been underestimated in 
our current economic picture. 
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Skiilful use of modern 


electronic dictating equipment has many advantages. 


How to Talk Your Work Away 


F you are in any business which requires 
communication of ideas from yourself to 
others, or needs the gathering of information, 
you'll find no greater time saving device than 
modern electronic dictating equipment. 

Perhaps you’ve thought of these devices as 
expensive instruments used only by top-pay, 
high-powered tycoons. Many such men and 
women do use dictation machines with great 
effectiveness. For no function of an executive 
is more important than putting his thinking 
into writing. But they work just as well for 
business people in almost any field. 

Not so many years ago, a majority of busi- 
ness men with letters to do and material to 
write employed shorthand dictation. It was 
the only system available. Yet the method 
was inconvenient. For old-fashioned dictation 
robbed the executive of his independence of 
action. It was, and is, strictly a two-party 
operation. 


Disadvantages of Shorthand Dictation 


Your secretary, for one thing, had to be 
immediately available before action could be- 
gin. And all too often, inspiration and ideas 
waited and grew cold because the girl was busy. 
To avoid constantly interrupting your secre- 
tary’s work, you had to save your dictation 
until a set period. This forced a work pattern 


About the Author— 

Lecturer, public relations consultant, and author of 
books and magazine articles, Ray Josephs draws on 
his own and others’ experience to suggest how to get 
things done. His latest book is How To Gain An 
Extra Hour Every Day, in which he reports the 
a methods used by busy and prominent 
people. 
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based on secretarial convenience. Often it had 
a stifling influence on thinking behavior. 
Thoughts couldn’t be converted into recorded 
form whenever required. In many cases, work 
piled up, for using the shorthand method, 
jams were inevitable. 

Secretaries, for instance, couldn’t possibly 
take shorthand dictation while doing some- 
thing else. And, particularly in smaller offices, 
the fact that two or more men wanted to dic- 
tate at the same time frayed dispositions and 
slowed down output all along the line. 

All of this brought about a need for dictating 
instruments—to help the executive better per- 
form one of the most valuable phases of his 
work: the transferring of thoughts, opinions, 
experience, and ideas to others. 

In recent years, dictating devices have been 
perfected step by step into marvels of efficiency. 

But I think their greatest increase has come 
because of their ability to give you a method 
of talking your work away—a facility at your 
fingertips for taking action immediately and 
for gaining valuable dividends of time through- 
out the entire business day. Using electronic 
dictation effectively gives you a clearer desk 
and a clearer mind. You become a person who 
doesn’t keep ideas in cold storage—but who 
constantly spreads your thinking to aid others 
in their work. 

You are able to plan, organize, and get 
things accomplished more effortlessly and in 
less time. 


Time-Saving Dictation Methods 


In the course of contacting many executives 
on their time-saving dictation methods, I have 
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gathered together a group of ideas that may 
be useful whether or not you are a present 
user of such equipment or have simply thought 
about employing it for your own needs. 

But before going into specifics, let’s ex- 
amine some of the basic facts about dictating 
devices. Only then can you best judge how 
these methods can work for you. 

1. Writing or communicating through dic- 
tating devices is entirely different from per- 
sonal shorthand. Your machine is constantly 
there before you. Or, using the new methods 
available in some large offices, you simply talk 
into a “dictation telephone” and a centrally- 
placed machine records what you have to say. 
So there’s no delay or cooling-off period while 
you wait for your secretary. The ability to 
dictate immediately is, I think, by far Asset 
Number One. 

2. Whatever the method, you don’t have 
to slow down to your girl’s shorthand speed. 
You dictate at your own natural pace. A 
machine never says, “Sorry, Mr. Josephs, I 
missed the last few words.” The dictation 
record captures everything without interrupt- 
ing or destroying your thoughts by asking 
you to repeat. 

3. As you dictate, you can pause as often 
as you like, make changes without embarrass- 
ment or apology. All machines have a little 
correction key which cuts a warning signal 
in an illuminated index strip or on a tiny 
marker to give advance warning to your tran- 
scriber of just when changes are coming. 

4. Without someone at your elbow hanging 
onto your words, there’s no “shorthand 
fright.” You concentrate better. Words and 
phrases come far more smoothly and readily. 
All this adds up to getting more done, more 
quickly, and usually better. 

5. With the dictating machine at hand, you 
can take action on upcoming matters the 
moment they cross your desk. Instead of 
postponing actual action until a scheduled 
dictating period, or until your secretary and 
her shorthand notebook are free, you move as 
fast as you please. Things don’t pile up. Fleet- 
ing ideas are stopped alive in their tracks. 
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You simply speak them into your machine 
without risk of forgetting. 

6. Whether it’s early in the morning, or late 
at night, during the business day, after hours, 
at home or even in your car, plane or train, 
most of the devices are now portable, ready to 
go to work and serve you whatever the hour, 
wherever the place. You have something more 
dependable than a perishable scratch pad. 
Ideas once lost are saved and put to use for 
you and your business. 


Dictating Correspondence 

Most users of dictating tools think of 
them primarily for letters and correspondence. 
That’s true, although there are many other 
uses, as I’ll describe subsequently. But first, 
let’s see how you can use this device more 
effectively for correspondence, since this is the 
major assignment. 

Harry Doniger, President. of McGregor 
Sportswear, one of the largest firms in the 
world in its field, has worked out this 
system. 

After his secretary opens and sorts the day’s 
mail into major groups, Harry looks it over 
and decides what requires immediate action. 
He then dictates drafts of answers to the mail. 
These are typed on green paper and sent with 
the file of previous correspondence, to anyone 
who needs to read or add to the draft. 

Admittedly those rough drafts are very 
rough, but Harry finds that getting something 
down on paper helps crystallize his thoughts. 

When his secretary returns the typed drafts 
and files to Harry, he can dictate final drafts 
of the letters. 

This method of dictating an immediate first 
draft rather than starting a series of memos 
around often cuts or eliminates several inter- 
mediate steps. In other words, Harry Doniger 
jumps as far as possible toward the ultimate 
objective rather than going through the in- 
between steps. While the final letter will un- 
doubtedly be changed one or more times 
before it reaches completion, it thus represents 
a clearer, more direct, better thought-out 
result. 


Instructions to Others 


Whenever you have instructions to give 
others, electronic dictation can save you time 
and effort. Instead of lifting the phone, or 
pressing a buzzer, or writing a longhand note, 
you can just reach for your microphone. You 
then talk to your associate, branch manager, 
salesman or plant foreman, secretary—or any- 
one anywhere—as though he were right there 
with you. 

What you say can be transcribed and de- 
livered as a memo. Or you can put the disk or 
belt into an envelope and mail it. Dictated 
reminders to your secretary are often never 
typed—the machine is a handy way to tell 
her things without waiting for her to drop 
everything and come into your office and listen. 


Telephone and Writing 


Much of today’s outside business is done 
by telephone—important decisions, binding 
agreements, substantial orders. This is per- 
fectly natural. The telephone is a wonderfully 
convenient means of voice-to-voice contact 
over any distance. But it’s definitely a dan- 
gerous way to do many kinds of business. 
Spoken words are forever lost in the ether. 
Neither party has a solid record of commit- 
ments or promises. The hazard is obvious— 
and highly unnecessary. 

If you simply flip the switch that makes 
many dictating machines into telephone re- 
corders, and record what is said, you will have 
a permanent confirmation of ‘phoned orders, 
instructions, and vital information. 
> Or, you may dictate a letter to your party 
while you are talking to him on the telephone. 
For instance, a call comes in requesting sev- 
eral different materials. While the man placing 
the order listens, you dictate a letter saying 
what you are sending. He can correct any 
errors you make; your secretary doesn’t have 
to be told verbally what needs to be done; 
and a follow-up record is provided—all in one 
step. 

Another new telephone use of dictation is 
demonstrated by Austin Nichols, Brooklyn 
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liquor wholesalers. They’ve just installed a 
special switchboard connected to nine record- 
ing machines. The firm’s 60 salesmen now 
phone their orders through the switchboard— 
and where it originally took as long as 30 
minutes to place nine separate customer 
orders, it now takes three. The firm feels it 
will save at least $8,000 annually in time 
alone, plus giving better service to customers 
and salesmen. 

Reporters on newspapers can use the com- 
bined dictating machine-and-switchboard to 
‘phone in “scoops” without waiting to talk to 
any one person. Many more calls can come 
in at one time and be handled immediately 
in this way. 

Saving Meeting Time 

Conferences and meetings are the bane of 
many a business man’s existence—as well as 
time wasters for anybody involved in com- 
munity and other organizations. Yet pooled 
opinion is often the only way to arrive at 
proper democratic decisions. 

Dictating devices can help speed up such 
matters. Notes dictated to participants, sug- 
gesting topics for consideration, get thinking 
processes started before the meeting starts, 
and help prevent “snap judgments.” 

A dictating machine used at the meeting in 
place of a secretary serves two purposes. First, 
the secretary need not sit through the long 
preliminary discussions; and second, if only 
the chairman’s summary of conclusions reached 
is recorded at various intervals, the partici- 
pants profit from the summaries, and only the 
most pertinent points are set on record. 


Organizing Ideas 

Anybody anxious to get ahead in business 
succeeds to the extent that he’s creative—and 
can help translate ideas into action. 

What comes out of his head and is trans- 
mitted to others makes his efforts effective. 
If he’s not free to act when he can at any 
hour, day or night, an extensive portion of his 
potential is lost beyond recovery. 

To create most effectively requires organiz- 


gd 


Michigan Business Keview 


t 
t 
h 
| fi 
| 
| 


ing yourself to think out action in articulate 
terms as ideas occur. Good ideas and plans 
aren’t usually perfect the first time they are 
expressed. I have heard of some men and 
women able to think through an idea com- 
pletely in their heads before they get around 
to writing it. Fine, if it works. For most of 
us, however, getting it down on paper helps 
as no other method does. 

If you dictate ideas onto belts as they come 
to you, a collection of these belts can serve as 
a foundation for a speech, a new book, a 
summary, a company report, and many other 
long composing jobs which become even longer 
when you have no ideas to start out with. 


Dictating While You Travel 


If you carry a portable dictating machine 
when you travel, and work in your car, on the 
train, in a plane, anywhere you find yourself 
with time to spare—you will be less likely to 
come home to find a pile of work waiting. 
Machines of all kinds are equipped with 
transformers that allow them to be used on 
the power of your car, train, or plane. 


Using Dictation Without a Secretary 


Many business men and others could use 
the services of recording devices but don’t 
have enough work to keep a secretary busy 
full time. For them, a number of specialized 
services have been developed. 

Robert E. Trattner of Indianapolis thought 
that dictation devices might be the link be- 
tween the business man short of secretarial 
help and the ex-secretary desirous of earning 


money on her evenings and weekends. Trattner 
started by running a small classified ad seek- 
ing interested secretaries. He was deluged by 
600 replies. Next he tried lining up business 
men. Again the idea clicked. Now Trattner 
has 400 secretaries in a dozen cities and 15 
additional towns are being set up. 


Unique Ways of Using Dictation 


There are many unique methods of using 
dictation to talk away your work via elec- 
tronic devices. Here are some, all of which will 
suggest ideas to you: doctors and hospital 
staff members can record medical data about 
patients “on the spot” and have them set into 
the records later; lawyers can prepare case 
briefs without the presence of a secretary; 
researchers can record their notes as they go 
over their source material, rather than writing 
out elaborate note cards; and recording belts 
can be mailed “as is” to another company, 
where they may be placed on transcribing 
machines and listened to—the spoken word 
sometimes carries a more forceful message 
than the written letter. Many other ideas, 
involving your own line of work, will undoubt- 
edly occur to you. 

In conclusion, it would seem that dictation 
machines have it over the shorthand method 
in saving time, energy, and expense. Whether 
you want to write an effective business letter, 
convey explicit instructions, keep complete, 
concise files, hold a top-notch conference, or 
save employees’ and your own time—in short, 
to make the best use of your imagination— 
dictating equipment will help you to talk your 
work away. 


MACHINE-COINED NAMES 
An electronic machine has been used to coin names for new chemical products and 


has produced a dictionary of 42,000 of them. 


—Looking Ahead Toward Better Things to Come, Vol. XIII, No. 4. 
Published by Second Bank—State Street Trust Company, Boston, Massachusetts. 
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Does the national interest call for less regulation of transportation? 


| This question is causinga... 


Tempest in Transport 


Aw is raging in the transportation indus- 
try of this country. Gusts of high-powered 
speeches blow through our lecture halls; a 
veritable deluge of propaganda washes out 
real news in our daily papers; ever-mounting 
piles of debris contain hundreds of pamph- 
lets, newsletters, and other literature swept on 
by this tempest in transport. 

Threatened by the ill winds of this storm 
are the shippers of this nation—the suppli- 
ers, manufacturers, distributors, and retailers 
whose very existence today demands depend- 
able and comprehensive transportation service. 
Any sudden disruption of the orderly flow of 
raw materials and manufactured goods would 
be a severe blow to business. 

While the situation is not yet critical, omi- 
nous clouds portend trouble. Storm warnings 
should be flying and every businessman should 
keep a weather eye open to detect any move- 
ment which could bring drastic changes for 
the worse in our patterns of transport regu- 
lation. 

To continue this weather analogy, the storm 
center, which was discovered in Washington 
only in 1955 and still hovers there, is the so- 
called “Cabinet” or “Weeks” report to the 
President recommending revision of Federal 
Transportation Policy. So much dust and dirt 
have been stirred up that few people have had 
a clear look at the tempest itself. 


About the Author— 

John C. Kohl is Professor of Civil Engineering 
and Director of the Transportation Institute in this 
University. This article is adapted from an address 
delivered by Professor Kohl before the Flint Traffic 
Club on February 16, 1956. 
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Just what is this “Cabinet Report” and 
why has it created such a storm over National 
Transportation Policy? 


Why Have a National 
Transportation Policy? 


First, it might be well to deal with the ques- 
tion “Why do we need a National Transpor- 
tation Policy?” And to answer that question, 
it is necessary that attention be directed 
toward regulation of transportation in our 
presumably competitive system of free en- 
terprise. 

Almost a century ago, it was recognized that 
competition alone could not assure the ade- 
quate, low-cost transportation system so abso- 
lutely vital to the maintenance and expansion 
of our economy. In theory, if true competi- 
tion were at work, a shipper, on finding the 
rates too high by for-hire transportation 
services could resort to his own private trans- 
portation—the cost of performing this private 
service would set a ceiling above which com- 
mercial agencies could not charge. 

In a railroad-dominated transport era, how- 
ever, this theory did not work. To gain com- 
petitive equality, a shipper would have had to 
build and run his own railroad. Even the cor- 
porate giants of 19th Century United States 
were unable to accomplish more than a few 
miles of private switching tracks. Andrew 
Carnegie tried to establish competition with 
the Pennsylvania Railroad from his Pittsburgh 
steel plants to the Atlantic seaboard. His re- 
sources, great as they were for the times, were 
inadequate; his South Penn Railroad was 
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abandoned during construction and fifty years 
later became the location of the original 
stretch of the Pennsylvania Turnpike. 


Growth of Governmental Regulation 


The competition among the railroad sys- 
tems, instead of providing relief for the ship- 
pers in the form of reasonable and stable 
rates, brought on vicious practices which 
threatened every advantage the technical ad- 
vances in transportation offered. Protection 
of the public—‘the public interest”—-demand- 
ed governmental controls to curtail ruinous 
competition. Regulation, under Federal and 
state laws, was designed to protect the user of 
for-hire transportation services from excessive 
charges and discriminatory treatment as well 
as from dangerous operating practices. 

As newer forms of transport created new 
problems, so were regulatory concepts and 
laws gradually expanded. Nevertheless, trans- 
port situations have been changing so rapidly 
in the years since 1900 that it has been im- 
possible to spell out in exact legal language 
every detail of regulation, or to anticipate 
changes from the circumstances when laws 
were written and before they could be revised. 

As a guide to regulation, which is an ac- 
cepted fact in our economy, it has proved 
necessary and desirable to outline policy under 
which the Interstate Commerce Commission 
can establish practical regulatory rules, and 
under which the courts can interpret any legal 
questioning of such rules. 


Essential Safeguards in 
National Policy 


Ideally, the expression of national transpor- 
tation policy by the Congress, should be en- 
tirely from the public interest, not to aid or 
combat any special group, and should also be 
consistent with our American philosophy of 
private enterprise. In line with these princi- 
ples, a truly national policy would include 
these safeguards: 

1. Regulation of transport should always 
be the minimum necessary to protect the pub- 
lic interest, and under no circumstance should 
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there be a transfer of managerial functions to 
governmental officials. 

2. Regulation should not interfere with the 
privilege of the transport user to select the 
agency which, in the user’s judgment, best 
meets his need, nor to prevent his privately 
transporting his own goods. 

3. Regulation should not stifle initiative in 
developing new and better transport services, 
nor in discontinuing obsolete and unused 
services. 

Regulation in our American scheme of busi- 
ness cannot be regarded as an absolute guar- 
antee to the public that everyone, everywhere 
can have all kinds of transport services when- 
ever wanted, regardless of the degree of use. 
Nor can it be regarded as a grant of any 
vested right to success on the part of every 
carrier under regulation. The privilege of 
“going broke” is still a fundamental American 
right, though there are an alarming number 
of citizens who seemingly want that privilege 
revoked. 


The Transportation Act of 1940 


After years of consideration, there evolved 
a comprehensive statement of National Trans- 
portation Policy as the preamble of the Trans- 
portation Act of 1940, when the Interstate 
Commerce Law was last broadly amended. 
That there be no misunderstanding of the 
present policy which Congress established over 
15 years ago, here are the exact words: 

“Tt is hereby declared to be the national 
transportation policy of the Congress to pro- 
vide for fair and impartial regulation of all 
modes of transportation subject to the provi- 
sions of this Act, so administered as to recog- 
nize and preserve the inherent advantages of 
each; to promote safe, adequate, economical, 
and efficient service and foster sound economic 
conditions in transportation and among the 
several carriers; to encourage the establish- 
ment and maintenance of reasonable charges 
for transportation services, without unjust 
discriminations, undue preference or advan- 
tages, or unfair or destructive competitive 
practices; to cooperate with the several States 
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and the duly authorized officials thereof; and 
to encourage fair wages and equitable working 
conditions; all to the end of developing, coor- 
dinating, and preserving a national transpor- 
tation system by water, highway, and rail, as 
well as by other means, adequate to meet the 
needs of the commerce of the United States, 
of the Postal Service and of the national 
defense.” 

It is this carefully worded, yet sweeping 
statement that the 84th Congress is asked to 
revise. The proposed revisions are the out- 
growth of the so-called Cabinet Report—the 
storm center mentioned earlier. 


The Proposed New Policy 


Specifically, this report of a special “Presi- 
dential Advisory Committee on Transport 
Policy and Organization,” under the chair- 
manship of the Secretary of Commerce, Sin- 
clair Weeks, recommended a completely new 
statement of national transportation policy, 
much of it a rewording but actually no sub- 
stantive change from the 1940 statement, and 
arousing no disagreement. In fact, there can 
hardly be any exception taken to the para- 
mount objective of the study by the Com- 
mittee: 

“____the maintenance of a sound and vig- 
orous common carrier transportation service 
by all of the available means of transport; 
each operating within its respective capabili- 
ties and developing in accordance with the 
indicated demand for its services.” 

The controversy over the Cabinet report 
and ensuing legislative proposals in Congress 
rises on the method of attaining such a desir- 
able objective. Since the key to regulation is 
control of rates, it was proposed that the use 
of stipulated rates established by the Inter- 
state Commerce Commission as “reasonable 
charges” give way to a new policy of “in- 
creased reliance on competitive fares of trans- 
portation in rate making.” 

While the railroads interpret this proposed 
policy as one of emancipation from the 
straight jacket of regulation, the motor car- 
riers—with some support from water carriers 


—see it as a virtual abandonment of rate 
regulation and the removal of all equality in 
competition. 


Views of the Truckers 


It is the official view of the American 
Trucking Associations, as stated in their “Pre- 
liminary Analysis of the Interstate Commerce 
Act as proposed to be amended by S. 1920,” 
that— 

“The railroads, relying on their vast finan- 
cial resources and diversity of traffic, would 
be enabled (upon application of this new pol- 
icy—JCK) to cut their rates on competitive 
traffic without which other modes of carriage 
could not long survive .. .” 

“Rates on comparable items would bear no 
relation to each other, intercarrier competition 
becoming the primary classification and rate 
determinant .. .” 

“Manufacturers and jobbers (i.e. the ship- 
pers) would be deprived of stability in the 
rate structure as the value of service would 
cease to be a factor in rate making . . .” 

“Under this new approach the ICC must 
stand aside and allow carriers to bleed them- 
selves to death if they wish to do so.” 

Or as Neil J. Curry, ATA’s 1955 President, 
more bluntly stated last fall, ‘The law of the 
jungle will have been substituted for the con- 
structive federal regulation and controls which 
have made possible the orderly development 
of our nation’s transport.” 


Attitudes of the Railroads 


Opposed to these gloomy views are those of 
Holcombe Parkes, President of the Railway 
Progress Institute, who recently stated, “If 
railroads are given the freedom to run their 
own business in true American fashion, if they 
are granted the right to compete on equal 
terms and price their service to reflect their 
inherent advantages, the industry will enter a 
golden age of increased usefulness of real 
and continuing prosperity. . . . This is the 
first real effort to project American style com- 
petition into transportation.” 

The Association of American Railroads con- 
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te tinues this provocative theme with a catchy 
n slogan: “Why Not Let Competition Work?” 
Advertisements, sponsored by the AAR and 
other railroad groups, are now appearing with 
such phrases as “Bringing Things More Near- 
ly Into Balance,” and likening the purchasing 
of transport service to that of commodities— 
e TV sets and sugar—which are priced com- 
4 petitively. 


How Would This Competition Work? 


Much is to be said for the railroads’ con- 
tention that they are burdened by regulation 
and that their load of restrictions should be 
eased. Yet there is much truth in the truckers’ 
arguments that competition in transport, as it 


shaping these charges, but the economic 
forces on the one hand and the political ones 
on the other have so obscured its role that I 
question whether we really understand its na- 
ture in transportation. 


Competition and Rate Making 

J. Monroe Johnston, former chairman of 
the ICC, recently indicated that concepts of 
competition in transportation are shifting from 
inter-agency competition (rails vs. trucks vs. 
pipelines vs. air vs. other). As a result, the 
entire range of forces influencing the pricing 
of transportation service — rate making — is 
also shifting. 

Tables I and II indicate the shift in relative 


Table I 
, Estimated Distribution of Inter-City Commercial Freight Traffic in U.S.A. 


Year Railroads* Trucks Great Lakes Inland Water Pipelines Air Total 
1930 75.2% 3.9% 13.7% 1.8% 5.4% _ 100% 
1940 62.1 10.2 14.3 3.7 9.7 —_ 100 
1944*** 69.5 5.4 98 2.9 12.4 a 100 
1950 57.0 16.2 9.6 4.9 12.3 ** 100 
1954 51.5 19.2 7.9 5.8 15.6 ** 100 
*includes elec. railroads. **Less than 0.1% of total 
***Wartime Restrictions in force. ton-miles 
Table II 
Estimated Distribution of Inter-City Commercial Passenger Traffic in U.S. 

Year Railroads* Buses Airlines Water Total 

1930 74.6% 18.0% 0.2% 7.2% 100% 

1940 67.1 26.5 2.8 3.6 100 

1944** 75.8 20.8 1.7 1.7 100 

1950 51.6 33.8 12.7 1.9 100 

1954 45.5 27.0 25.3 2.2 100 


*Includes Electric Railways 


**Wartime Restrictions in Force. 


Sources—Interstate Commerce Commission ; Office of Chief of Engineers, U.S. Army; Civil 
Aeronautics Board—as compiled by Yearbook of Railroad Information. 


might be construed under the proposed policy, 

could be ruinous in the long run, or it would at 

least prevent orderly adjustments to new 
| conditions. 

Free competition, in our present transport 
world, would create even more chaotic condi- 
tions than now exist. In spite of our excellent 
and extensive facilities and services of both 
private and commercial transportation our 
tariffs and rates are a highly complicated maze 
of rules, agreements, exceptions, compromises, 
and revisions. Competition has had its part in 
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portions of both freight and passenger busi- 
ness handled by the commercial inter-city 
carriers. In 1930, the railroads were the domi- 
nant agency; while in 1954 (latest year for 
which statistics are available) they had lost 
considerable traffic to other carriers. Only 
during the war years was there an interruption 
to the downward trend in the railroad share. 
Otherwise, the forces of competition were at 
work. 

Fifty years ago, the principle of “charging 
what the traffic will bear” was the generally 
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accepted and valid approach to establishing a 
rate. Today, not only is that principle politi- 
cally distasteful, but also it is largely unwork- 
able. High grade traffic now tends to move at 
rates more greatly influenced by cost of serv- 
ice than by value. Our difficulties lie in deter- 
mining even approximately in many cases just 
what the costs of service are—the regulatory 
body is without yardsticks to measure inter- 
agency competition. 

Some Seemingly Simple Questions 

Until we can answer some of the seemingly 
simple questions, we had better go slow in 
discarding our present rules. Tell me if you 
can how much the trucker should pay for the 
cost of the Interstate Highway System and 
how such costs should be considered in setting 
a rate, say from Flint to Chicago. What rela- 
tion should that rate bear to rail or air which 
incur costs of an entirely different nature? 

Regulation of rates in an era of competi- 
tion is, in some aspects, about like the handi- 
capping of horses in an attempt to keep the 
contestants closely matched. Unless they are 
running on different tracks, and in other com- 
petition, they must all be racing under the 
same rules. The handicapper has the impor- 
tant job of seeing to it that competition is on 
a reasonably even basis—that all horses have, 
at the start, an equal chance of winning and 
losing. 
More Knowledge Needed 
Before Changing Policy 


Perhaps, our transportation handicappers— 
the ICC and other regulatory bodies—need 


some new ground rules; but before that they 
desperately need to get all the horses on the 
same race course, and know a lot more about 
the entries. 

Today, in spite of the high-minded policy 
of 1940, Federal regulation of transport is 
neither unified nor consistent. Virtually all 
railroads, a portion of the trucking industry, 
some carriers on inland and coastal waters, 
and a few pipelines, are under the jurisdiction 
of the ICC. Other truckers, and a large share 
of inland waterway operators, are exempt from 
all but safety regulations. Ocean shipping and 
the airlines not only are regulated but are 
promoted by other public agencies. Under 
these diverse controls, there can be no accu- 
rate measure of competition and hence no 
readily established basis for rate comparisons. 

Instead of building war chests to support 
selfish campaigns for revision or retention of 
certain transport policies, the railroads and 
truckers might better contribute a small frac- 
tion of such funds for broadened studies of 
new approaches to transport pricing, for find- 
ing answers to many of the now unanswered 
basic questions. Only with better knowledge 
through objective transportation research can 
we place increased reliance upon competitive 
forces and have confidence that we can control 
them in the public interest—your interest and 
mine. 

And under this current tempest in trans- 
port, let’s hold fast and not be carried away 
by emotional winds. A sound roof of regula- 
tion is a good protection—let’s not rip it off 
during the storm! 


TRANSPARENT DIRECT-MAIL ENVELOPES 


A transparent plastic envelope with a paper facing for the address is being made for 
direct-mail advertising. It makes it difficult for the addressee to throw it away without 


seeing the nature of its contents. 


—Looking Ahead Toward Better Things to Come, Vol. XIII, No. 5. 
Published by Second Bank—State Street Trust Company, Boston, Massachusetts. 
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| Survival and growth of a business in our rapidly 
changing economy require forward-looking management. 


Managing for Tomorrow 


Charles E. Gibbons and Henry C. Thole 


HE economic and social climate in which 

businessmen operate is changing constant- 
ly. Changes within the economic system that 
affect business firms include new products and 
services, technological improvements, business 
cycles, changes in costs, and changes resulting 
from action by competitors. External factors 
such as wars, threats of war, and inflationary 
or deflationary action by the government also 
influence the operation of business firms. 

These changes present problems of adjust- 
ment to every business firm. Instability in the 
economy causes instability in the individual 
firm. A period of rapid growth means that 
most firms must increase sales, obtain new 
capital and facilities, increase production, and 
employ more workers. Conversely, a period of 
contraction means that most firms must cur- 
tail expenditures, decrease production, and 
lay off workers. 

While such changes are commonly asso- 
ciated with booms and depressions, they are 
actually occurring all the time. New products, 
new methods, and new ideas appear continu- 
ally; and the competition they foster, the 
failures they cause, are part of the never- 
ending process of change. 

Change as such is not new, of course; the 


About the Authors— 


Both writers are members of the staff of the 
W. E. Upjohn Institute for Community Research, 
Kalamazoo, Michigan. Dr. Gibbons is Industrial 
Program Director, and Mr. Thole is Industrial Project 
Director. 

This article is based on material which will appear 
as the editors’ introduction to a book of readings, 
Business Action in a Changing World, to be published 
this summer by the Public Administration Services of 
Chicago. 
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world has always been changing. It is only 
that the pace of change is now increasing so 
rapidly. Big opportunities that formerly oc- 
curred perhaps once in a lifetime may now 
confront a business manager any day. And if 
the chance of big success comes often, the 
chance to miss the boat, and thus to fail, 
comes equally often. 


Dynamic Planning 


Dynamic planning is planning that antici- 
pates the future, and is constantly revised to 
meet changing conditions. Planning is not a 
function which can be performed once and 
then be forgotten. Competition and change in 
the economic weather demand constant plan- 
ning and revision of plans. 

There is a current trend for management 
planning to become more long range in char- 
acter. One of the important factors contrib- 
uting to this trend is the growth of the 
economy. Increasing population and rising 
standards of living mean that there will be 
a greater demand for products in the future. 
Managers are motivated to increase or at 
least to maintain their share of the market. 
Long-range requirements for buildings, equip- 
ment, and manpower must he established. 
Advertising and pricing plans aimed at ex- 
panding the market must be made long before 
they are put into effect. Decisions on such 
matters are likely to commit men, money, 
and machines for long periods into the future. 

Another factor that makes long-range plan- 
ning necessary is that most manufacturing 
businesses require large capital outlays. Auto- 
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mation and increasing labor costs tend to 
make it profitable to increase capital expendi- 
tures still further. Recovery of these costs 
must be spread over a long period of time, 
and it is therefore necessary to plan far ahead. 


Stability and Emergencies 

If firms are to meet successfully labor’s 
demands for a guaranteed annual wage, they 
must plan for increased stability in sales and 
production. Interruptions in mass production 
have always been costly. Guaranteed annual 
wages or supplementary unemployment bene- 
fits are simply additional factors that make 
irregular operations costly. 

In planning, the manager must pay con- 
stant attention to the posibility of emergen- 
cies. In a dynamic economy there is always 
the posibility of sudden change. Sharp in- 
creases in demand may result from war or 
from sudden shifts in consumer preferences. 

Managers must also be prepared for sudden 
decreases in demand which may result from 
economic readjustments or competitive con- 
ditions. Extra sales effort that may be des- 
perately needed during such an emergency 
cannot be organized overnight. The new 
products needed to stimulate sales must be 
ready when sales start to decline. A company 
whose management skills include dynamic 
planning will be more likely to be ready for 
emergencies of all kinds. 


A Program of Action 


Decisions on important matters must be 
made as they arise; the majority of them can- 
not be postponed without jeopardizing the 
welfare of the company. If a firm is to grow, 
expenditures for new plant and equipment 
must be made in spite of possible losses due 
to obsolescence or decline in demand; sales 
effort must be expanded in the face of shifts 
in population, changing consumer tastes, and 
competitors’ price changes; and research on 
new products and processes must be carried 
out without assurance that it will be fruitful 
or that the company will obtain the desired 
result before competitors do. 
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Let us now consider some of the require- 
ments for sound management action under 
changing conditions. First, management must 
develop better techniques for recognizing im- 
portant changes affecting its business. In a 
free economy the majority of firms are striv- 
ing for an increased share of the market. This 
means that many firms are contributing to the 
process of economic change by looking for 
new ways to satisfy consumer wants and by 
producing and merchandising new products. 
It is one of management’s major responsibili- 
ties to be aware of such changes. 

Having discerned as well as possible the 
direction of change, management must then 
adapt soundly and swiftly to such change. 
Changing conditions necessitate revision of 
present plans and policies and creation of new 
ones to meet the new problems effectively. 
Even though management is aware of basic 
trends and changes in the economy, failure to 
adapt company plans and actions to these 
new conditions may result first in loss of 
competitive position, and eventually in failure. 

While adaptive action is important, it alone 
will not assure success. It is necessary for 
management to be creative in its planning and 
operating activities. Not only must a firm 
adapt to changes in competitors’ actions and 
to changes in the economic weather, but it 
must create new products and services, new 
customers, and better management methods 
in order to survive. 


Efficiency in All Functions 


Successful operation in a dynamic economy 
depends, finally, on management’s ability to 
visualize the business as a whole and to man- 
age the entire operation as an integrated unit. 
Each function of the business is dependent on 
the others, and changes in any one part affect 
all the others. It is not enough for manage- 
ment to be excellent in one or two areas of 
the business. If one part of the business be- 
comes inefficient, the entire organization is in 
danger of failure. All functions must be kept 
efficient. 

There have been many examples of firms 
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which, despite excellence in some phases of 
management, have suffered competitively due 
to poor performance in other areas of the 
business. The classic example is the Ford 
Motor Company which in the late 1920’s was 
outstanding in its manufacturing skill, but 
failed to recognize the importance of design 
and sales appeal. Consumer preferences were 
not given sufficient weight. The result for 
Ford was loss of industry leadership to Gen- 
eral Motors. Such instances will multiply as 
the pace of change accelerates. 


The Caliber of Management 


It must be apparent from what we have 
already said that a company’s greatest re- 
source for survival and growth in a changing 
world is its management personnel. Most of 
the resources which a company needs to carry 
on its operations are available to all in the 
open market. Buildings, machines, and ma- 
terials are available to all who have the 
necessary cash or credit. This is not true to 
the same extent of management men. A 
smoothly functioning management team can- 
not be purchased at any price. It is a resource 
which must be developed over a period of 
years. Once developed, however, a good man- 
agement group will contribute more than any- 
thing else toward a company’s success in a 
changing world. 

Because the future survival and growth of 
a company will depend upon its leadership 


in the future, today’s managers can contribute 
most to the long-run success of their com- 
panies by developing the men who will man- 
age their companies in the future. The best 
corporate managers of today cannot accur- 
ately foresee the problems of tomorrow. The 
decisions of today will have to be discarded 
or modified to permit successful operation in 
the world of tomorrow. The future success of 
a company will depend upon having men at 
the top who can make wise decisions. 


Summary 


Ordinarily when we refer to good manage- 
ment we mean doing today’s jobs better: 
better selling today; better production effi- 
ciency today; better product development 
today. For most firms, doing today’s jobs 
better is a great challenge and a source of 
profit. Managing for today is a great chal- 
lenge, but there is even greater challenge in 
managing for tomorrow. 

As the pace of change increases, some quali- 
ties will be at a premium. Creativity will be a 
prerequisite to successful operation in the 
years ahead. Since tomorrow will be different 
from today, there will be a high place for 
foresight. And finally, since no one can shape 
the future or foresee it completely, there is 
need for flexibility to meet the future no 
matter what it may bring. Managing for to- 
morrow will require managers who possess the 
qualities of creativity, foresight, and flexibility. 


MERGERS; OR BUSINESS CONSOLIDATIONS 


The April-June, 1956, issue of Business Information Sources, the official bulletin of 
the Business Information Bureau of the Cleveland Public Library, deals with mergers. 
The current merger trend and discussion have stimulated a lively interest in this subject. 
A selection of books, monographs, surveys, reports, symposiums, hearings, periodical 
articles, and business services helpful to the businessman, and of interest also to 


others, is listed in this issue. 


Copies of the bulletin are available from the Business Information Bureau, Cleveland 
Public Library, 325 Superior Avenue, Cleveland 14, Ohio, for a mailing and handling 


charge of 25c. 
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Michigan Business Indicators 


MILLIONS OF DOLLARS 
10000 


9000 
8000 
7000 
= 
6000 f vive 
AM NV 
v 
4 
/ MICHIGAN BANK DEBITS 
' 12 CITIES-LOWER PENINSULA 
T nf (ADJUSTED FOR SEASONAL VARIATION ) 1 
1949 1950 195) 1952 1953 1954 1955 1956 


BANK DEBITS—THE MOST ALL INCLUSIVE MEASURE OF BUSINESS ACTIVITY—Lower 
Peninsula continued to decline in April, but recovered sharply in May. 


MILLIONS OF DOLLARS 
120 


100 


80 


60 
40 
MICHIGAN BANK DEBITS 
18 CITIES UPPER PENINSULA , 
- 1949 1950 1951 1952 1953 1954 1955 1956 


UPPER PENINSULAR BANK DEBITS—Upper Peninsula bank debits rose in April, and reached 
a record high in May, following the sharp declines in February and March. 
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POWER CONSUMPTION-—Industrial power consumption dropped in April, and rose slightly in 
May. 
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MICHIGAN EMPLOYMENT-—Total employment held steady in April, and declined slightly in 
May—as automobile cutbacks were partially offset by increases in other areas of employment. 
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|| A thoughtful business man talks about .. 


The Responsibility of 
Business to Education 


HEN this country was new the thought 

leaders were the clergy, the lawyers, 
the doctors, the bankers, and the teachers. 
Merchants and business people weren’t ex- 
pected to take a lead in politics or anything 
else outside their business, and the place of 
business people in the social scale—or the 
achievement scale, which is how the Americans 
have always measured success—was some- 
what beneath these other professions. 

Professional people are still regarded as 
thought leaders in any society, but business 
people have been allowed to climb in that 
ring too. Of late, their role has been rather 
important. 

Probably the most encouraging push to all 
this is that the directors of corporations have 
seen the wisdom of having their management 
people take an active role in community 
affairs. That’s why “corporate citizenship” 
seems to be getting so much attention from 
management people now. 

I couldn’t possibly touch on all the things 
which enlightened management presently re- 
gards as responsibilities. Our responsibilities 
to our stockholder public, to our employee 
public, to our plant community public, to the 
general public, all deserve lengthy treatment 


About the Author— 


Mr. Den Uy] is President of Bohn Aluminum and 
Brass Corporation, a director in other corporations, 
and President of the Michigan Colleges Foundation. 

This article is adapted from an address delivered 
by Mr. Den Uyl at the 26th Alumni Conference of 
the University of Michigan School of Business Ad- 
ministration, in Ann Arbor, May 18, 1956. 


S. D. Den Uyl 


themselves. For our purposes here today I am 
going to be talking about responsibilities to 
the general puplic and I am going to limit 
myself to that one social responsibility which 
I feel is most important—our responsibility 
to our schools. 


More Schools Needed 


Here are some of the areas of education 
I’m concerned about. Let’s look first at the 
problem of school buildings—public schools 
from kindergarten through high school. 

No one could say that the depression years 
of the 30’s were normal years for logical for- 
ward planning and building of schools. And 
the war years of the 40’s almost entirely ruled 
out school construction. 

The consequences of this 20-year neglect of 
school building are magnified by the popula- 
tion boom of the 1950’s. More youngsters are 
coming into our schools all the time. We can 
predict very accurately how many will come 
into the school system each year because the 
children are already born and are on the way 
up, age group by age group. 

There’s one population wave on the way 
through high school now which will start 
hitting the colleges about 1958. There’s an- 
other bigger wave in the grade schools, and 
it looks as if the boom will continue. The 
tremendous growth of the suburbs has put 
whole school-loads of youngsters into areas 
where last year or the year before there were 
no schools. This is the kind of problem that 
cannot be ignored. 
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The next building need will be for high 
schools. Not only are there more youngsters 
of high school age now, but also the holding 
power of our high schools has doubled since 
1930. That means twice as many youngsters 
are staying on to graduate. Good teachers and 
a realistic program which gives youngsters 
training they can use is responsible for this. 
But clear as the need is for new high schools, 
I predict we will build many of these schools 
in the wrong places. 


The Needs of the Colleges 


Now let’s look at higher education in Michi- 
gan. Management’s responsibilities to our col- 
leges are perhaps more obvious than to any 
other area of education. In just a few years 
practically all management people will be 
college trained people—business firms today 
are actually competing with one another for 
the graduates of schools. Engineers and Busi- 
ness Administration graduates are in especial- 
ly short supply. It would be foolish indeed for 
any businessman today to insist that his busi- 
ness has no interest in the colleges of this 
state. 

In my opinion, the group of colleges in 
Michigan whose problems are most urgent are 
the non-tax-supported four-year liberal arts 
colleges. You might expect me to say this 
because I have been very close to them for 
the past five or six years working to help 
them raise operating funds from business. 
Incidentally, we’ve made a lot of progress. 
From less than $10,000 the first year, we 
raised over $300,000 this past year. Even so, 
this is only a drop in the bucket when it is 
divided among fourteen colleges. 


Financial Problems of 
Non-Tax-Supported Colleges 


I think you know why these non-tax-sup- 
ported colleges need help. Inflation has shrunk 
the purchasing power of their endowment, the 
income tax laws have dried up the fortunes 
which once helped them, and the cost of goods 
and services has advanced. 

Some people say, “Why don’t these private 
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colleges be realistic and raise their tuition 
rates?” Such people do not understand the 
way all colleges in the country operate. 
Actually all higher education is sold at a loss. 
The students’ tuitions and fees never do cover 
what it costs to educate them. This is true in 
both tax-supported and non-tax-supported in- 
stitutions. It is especially true in the tax- 
supported colleges. There every student is 
subsidized by the taxpayers—sometimes by 
as much as 75 per cent. 

So you can see that the non-tax-supported 
colleges cannot charge rates too much higher 
than the tax-supported schools or they would 
price themselves right out of the market. The 
private schools I’m talking about do charge 
more than the state schools, but the charges 
still don’t cover the cost of training that 
student. His subsidy has to be provided by 
donations to the college by alumni and from 
friends of the college. This isn’t just in Michi- 
gan—it’s true all over the country. 


The Coming Wave of College Students 


One thing I should stress is that the compe- 
tition for students which once existed between 
public and private colleges has just about 
disappeared. In the next couple of years it 
will disappear, because it will no longer be a 
matter of trying to get students—it will be a 
matter of trying to find room for those who 
come pounding on the door. The population 
boom which will start reaching the colleges 
in 1958 assures that every college will be 
filled to capacity. In fact, additional space 
will have to be found for hundreds of talented 
youngsters. 

In our rush to accommodate these young- 
sters we may risk losing an important balance 
in Michigan education. Across the country 
about half of all college students are in 
tax-supported colleges. The other half are in 
the non-tax-supported, or so-called private 
colleges. 

Most people agree that this balance helps 
to assure the freedom of both systems. In 
Michigan for years we have had a higher 
proportion of our students attending the state 
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schools. I see nothing wrong in that, providing 
each system continues to take its share of the 
student load. Recently that has not been 
the case. Where the state colleges expanded 
rapidly after the war with capital building 
programs, the private colleges’ expansion by 
comparison was small. 

The private colleges have been so busy 
trying to raise operating funds that few of 
them have been able to secure capital financ- 
ing in any measure comparable to the state 
institutions. The ratio currently is 82 per 
cent of our students in state colleges and 18 
per cent of our students in private colleges. 
I see no immediate slowing of this trend. 

I’m proud of both systems, public and 
private: My children have attended both 
systems. But I’m worried now because I 
think if we go too far we may lose the 
balancing effect which one system has on the 
other. Much of the academic freedom which 
our state institutions enjoy depends on at least 
the existence of competing private institutions. 

Let me hasten to point out that I am not 
saying that what our state schools teach is 
influenced by their being under state control; 
but I think you will agree that if every 
college in Michigan were dependent on the 
legislature for money to operate, then at least 
the avenue for government interference would 
be there. 

For the good of the state schools as well as 
the private schools, I think it is part of my 
obligation and yours to help the private 
schools absorb their share of the student load. 

Well, what’s to be done about it? Stop the 
state schools from building for a while? Cer- 
tainly not. They will have to go some as it is 
to catch up with the population boom on its 
way. The fault lies with the private institu- 
tions themselves. They simply haven’t ex- 
panded fast enough to accept their share of 
students. 

Should we help them with government 
financing? Certainly not. But as business 
people and as citizens I think we should see 
that they have every opportunity to raise the 
funds they need and to help them raise the 


funds. If our personal loyalties as alumni of 
other schools lie elsewhere, then we can at 
least influence the giving policies of our com- 
panies to assist these schools. 


Helping Qualified Students 


There is another concern for education that 
I would like to mention—one more area that 
I believe we as businessmen have a social 
responsibility to do something about. It is 
simply this. The upper quarter of our high 
school graduating classes are the ones re- 
garded by educators as college material. Pres- 
ently only half of these youngsters do go on 
to college. This is a great waste of talent. 

If we feel strongly enough about the value 
to business of having college-trained people; 
that is, if we feel strongly enough that we 
are willing to help pay for the education of 
anyone who does go on to college; then we 
have an obligation to take an interest in see- 
ing that the most talented of our youngsters 
do have a chance to go to college. Notice 
that I said, “a chance to go.” No one could 
ever make me buy a program which would, in 
effect, push youngsters into college. That goes, 
too, for automatically qualifying for a free 
education because of a high I.Q. 

The chance to go to college, I believe, 
should involve some effort—some sacrifice— 
on the part of the youngster himself. And I 
don’t think just studying is enough of a 
sacrifice. It’s an old saw that people appre- 
ciate more the things they work for than 
those they are handed—but it’s true. And 
appreciation of an education enhances the 
opportunities for putting it to good use. 


The World Struggle for Men’s Minds 


Our attitude in seeing that the best young- 
sters have a chance at college and in seeing 
that college means the quality of training 
that it is supposed to mean should stem from 
us as alumni interested in our college. 

If that doesn’t move you, I would say we 
as citizens and business leaders have a social 
obligation in this regard. 

If you’re still unimpressed let me put it 
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this way: There are only two major forces in 
the world today—the Communist field of in- 
fluence, and the free world. The difference 
between these forces runs deep into man’s 
philosophical beginnings. The contest between 
these forces, whether it breaks out from time 
to time into actual war or merely continues 
as armed truce, will largely be a struggle for 
men’s minds. In such a contest no measure 
of a nation’s natural resources, miles of coast- 
line or productive capacity, is as important 
as a comparison of the trained minds of these 
opposing forces. That alone—as a last resort 
—should make any thinking American con- 
cerned for our system of higher education. 

I’ve been told that the Russians are grad- 
uating 60,000 engineers yearly to our 23,000. 
Even if the caliber of their trainees is as high 
as they say it is—and I doubt it because of 
their machine-like, egg-grading method of 
selection; and even if their technology is as 
advanced as they say it is, I am confident 
that their educational system cannot bring 
out latent talent as well as our system. 

The difference I’m banking on is the free 
mind. I don’t think you can channel people 
to genius—it has to be partly inspired. Our 
system of education encourages youngsters to 
analyze what they are being taught to see if 
they can come up with a better way. There is 
no penalty if a student questions the validity 
of principles he is being taught—in fact, I 
think most professors are quite delighted to 
encounter a questioning mind because it usual- 
ly denotes a thinking mind. 


True Patriotism 


There is a growing tendency among our 
young people to be too sophisticated for flag 
waving. Being intensely patriotic nowadays 
might be regarded in some quarters as being 
just a little corny. I think it’s fine that the 
American people are no longer so naive that 
they will swallow anything a politician says 
about mother, home, and country; but I think 
a sophistication which de-emphasizes patriot- 
ism and all it stands for—love of country and 
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the rights and privileges we enjoy as Ameri- 
cans—is more than a little bit dangerous. 

I think our country is a whole lot more apt 
to fall victim to Communism or any of the 
other “isms” through moral decay of our 
people than through conquest. That is why I 
believe it is so important that all of our 
citizens undertsand thoroughly what their 
rights are and what it takes to preserve them. 


Preserving Our Cultural Heritage 


To those of us who are privileged with 
more than a high school education, our re- 
sponsibilities to the educational system in this 
state are more exacting. 

What we are striving for educationally is 
more than simply a race with Russia to see 
who can graduate the greatest number of engi- 
neers or business administration students. In 
a sense we are the custodians of Western 
civilization. Western Europe has been the 
fountain of the world’s culture for two thou- 
sand years, but the ravages of war are telling. 
The advance of higher education is hampered 
by war and political strife—half-full stomachs 
and political pressures have a way of mini- 
mizing the importance of learning. 

The burden of preserving and advancing 
the cultural heritage of the whole Western 
world is more ours than we realize. A brilliant 
pace of scientific advance will not compensate 
for a decline in the humanities—indeed, if we 
discover weapons powerful enough to destroy 
a continent with the push of a button, we’re 
going to need all that the humanities—phil- 
osophy, logic, yes, and poetry, too—can teach 
us, not to push that button. 

We, as alumni of our colleges and as busi- 
nessmen, have a social responsibility which 
embraces our total educational system. Cer- 
tainly we have an obligation to our own 
college—an obligation that is really a privilege 
to support with our words and our dollars. 
But the responsibility concerns more than 
loyalty to one’s school. It is a responsibility 
to all education—all learning—and learning 
is the finest jewel of Western civilization. 
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on whether stocks are high or low. 


A new study of key measures that shed light 


Stock Market Thermometers 


” 


HERE are many stock price “averages 

which tell us how “high” the price is of a 
given composite of stocks, in terms of a mean 
price per share, or as an index number, rela- 
tive to the average price during a base period. 

Such stock price indexes are valuable, but 
they’re not enough. Each one tells us the 
height of its particular cross-section of the 
stock market, but only by comparison with 
its own historical levels, or the record of other 
stock price indexes. Both of these kinds of 
comparison provide more statistics than they 
do knowledge, insight, or, especially, foresight. 
Long term growth, commodity price inflation, 
and many other factors vitiate the usefulness 
of the “averages” having only the simple com- 
parison with their own past. 

What is needed is a set of stock market 
thermometers, which will tell us how high the 
particular sample of stock prices is, not with 
reference to its own past, but rather with ref- 
erence to the prevailing levels of those eco- 
nomic facts and quantities which endow stocks 
with value and tend to mark the market’s 
measure of that value. ; 

Stocks in going concerns possess a value 
and a market price only because of present 
or expected earnings. These earnings are a 
prerequisite for dividends. Both are influenced 
in a complex fashion by changes in the level of 
commodity prices. The rate at which the mar- 
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ket capitalizes both earnings and dividends 
will vary, among other things, with the yield; 
obtainable on alternative investments, such 
as, for example, on high grade bonds. Some 
insight into the degree of optimism being 
exhibited by the market can be gained by a 
comparison of the price levels of speculative 
stocks with those of high-grade investment 
stocks. 


Thermometers and Barometers 


A stock-price index thus will be really 
“high” or “low” only in terms of such value 
determinants as the above, which may proper- 
ly be called “thermometers.” But these “‘ther- 
mometers” must be calibrated by relating the 
present levels to the varying historical levels 
over as long a time as possible. If we then 
compare the record of stock prices with the 
simultaneous behavior and levels of one or 
more “thermometers,” we have some idea of 
the conditions under which the stock price 
index has typically in the past made a major 
turn down or up. 

For example, analysis reveals that when, 
over an adequately long period of years in the 
past, the dividend yield on one particular 
sample of stocks remained lower than about 
3% per cent, the stock price index was con- 
siderably more likely to decline thereafter 
than to rise. The converse was true when the 
yield remained for some time above about 
6% per cent. Yields, then, are a useful ther- 
mometer of stock prices. They can also be 
used as a barometer to forecast stock prices 
on the same basis that if the temperature in 
a locality xemains far enough above its normal 
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for the season, the likelihood that it will de- 
cline, rather than remain steady or rise fur- 
ther, will become greater at a rate and to an 
extent to which analysis of the historical data 
can give some clues. 


Seven Thermometers 


No single thermometer, such as stock yields, 
is, by itself, adequate as pointing to probable 
future action by stock prices. Earnings and 
dividends can decline to almost nothing, as 
they did in 1932-33, thus distorting the ther- 
mometer reading and misleading the reader. 
Moreover, the pace at which our economy has 
evolved over the past quarter-century has 
undoubtedly altered many of the economic 
relationships upon which the interpretation 
and value of such thermometers depend. 

In order to allow for such economic distor- 
tions and changes in relationships, the writer 
used seven thermometers, selected empirically, 
on their record of having had pronounced 
peaks and valleys at about the same time as 
the stock-price index, and of having displayed 
no significant drift or trend. 

The stock-price index is the Standard & 
Poor’s daily average of 50 industrial stocks, 
available with related statistics of earnings, 
dividends, yields, and price-earnings ratios, 
back to 1926. Prices at the end of each month 
have been used. These seven thermometers are 
briefly described below. Several of them are 
quite familiar and widely used. Whatever in- 
novation is involved in the writer’s use of 
them consists primarily in the statistical 
treatment, involving the historical relating of 
them in various ways to the major cyclical 
peaks and valleys of the stock market, as 
measured by the stock price index. The de- 
gree of confirmation afforded by multiple sell 
or buy indications also adds to the depend- 
ability of the results. 


I. Vardstick I. 


This is a ratio between actual stock prices 
(as measured by the index) and a “fair” value 
of stocks. The latter is the result of multiply- 
ing together three factors: (a) Normal dol- 
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lars-per-share earnings on the stocks in the 
index, as read off a long-term trend line 
arrived at after correcting for commodity 
price inflation, (b) the current level of whole- 
sale commodity prices, and (c) a long-term 
average ratio of price-to-earnings of 12.88. 


II. Yardstick Il. 


This is another ratio between actual and 
“fair” stock prices. It utilizes the observed 
tendency for the price-to-earnings ratios on 
the stock index to move inversely to the rate 
of earnings on the book value or net asset 
value of the stocks. By computing the long- 
term average product of the price-to-earnings 
ratio and the simultaneous rate being earned 
on book value, a “fair” price-to-earnings ratio, 
appropriate to each level of earnings, can be 
derived. The ratio of the actual to the fair 
price-to-earnings ratio is the same as the ratio 
of actual to fair stock prices. 


III. Price to Earnings Ratio (actual) 


The conventional simple ratio of actual 
stock prices to the most recent twelve months 
earnings is a useful thermometer. 


IV. Stock Yield (in per cent) 


Alone among the seven thermometers, this 
widely used basis of comparison goes lower 
the higher stocks are. As used in this work, it 
is the aggregate of the cash dividends paid 
on the stocks in the index during the most 
recent twelve month period, divided by the 
aggregate market value of the stock at the 
end of the period. Yields are a basic yardstick 
of the current income return on the invest- 
ment. Even by itself, without relation to 
alternative sources of income, it has usefully 
marked past periods of over-optimism and 
over-pessimism. 


V. Ratio of Bond Yield to Stock Yield 


This is a variant on the above simple stock 
yield, obtained by dividing the yield on Stand- 
ard & Poor’s Al-+ corporate bonds by the 
stock yield (IV) mentioned above. The closer 
stock yields approach to yields on prime 
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quality bonds, the more competitively attrac- 
tive the bonds are, in income return. 


VI. Ratio of Low-Priced to High-Grade 
Common Stocks 


This is the ratio between two of the Stand- 
ard & Poor’s stock-price sub-indexes, one of 
23 low-priced stocks and the other of 13 high- 
grade issues. In past periods of business and 
speculative optimism the former has tended 
to outrun the latter, for various reasons. The 
converse has also prevailed during depressions. 


VII. Market Price to Book Value Ratio 


Over the years, most companies will rein- 
vest substantial amounts of retained net 
earnings and thus add to their earnings and 
dividends as well as the net asset value 
(“book value’) of their stocks. The latter 
figure is a rather stable measure of economic 
value, above and below which the market 


price tends to fluctuate. (This is much more | 


true of a large cross-section of stocks than 
of an individual issue.) The ratio is obtained 
by dividing the stock price at the close of 
each period by the preceding year-end book 
value per share of stock. The book value is a 
projection by the writer until the actual figure 
becomes available. 


Combining the Thermometers 


So much for the summary details of the 
individual stock thermometers. They are 
much more useful as a team than as individ- 
uals, but how can one combine in any usable 
form such disparate figures as a rafio of 1.60, 
a yield of 3.75%, and a price-earnings ratio 
of 13.00? 

Two methods are being used: (1) We have 
empirically determined profitable “sell points” 
and “buy points” of the individual series, and 
the number of such indications at any given 
time, and (2) We employ what we call a 
Thermometer Control Ratio, which statistical- 
ly combines the seven series of thermometers 
into a single composite. First, the sell and 
buy points: 

For each of the thermometers, by inspec- 


tion of the month-by-month record of it and 
of the stock price index, there has been de- 
termined what reading of that thermometer 
most often gave timely warning that the 
stock-price index was so far overvalued or 
undervalued that a major reversal in stock 
prices might be expected. Such levels prior to 
bear markets are seli points, and before dull 
markets, buy points. With one minor excep- 
tion, the same sell point and the same buy 
point for each particular thermometer have 
been used throughout the entire 1926-56 
period. 

We have thus a battery of indications which 
can range from seven sell indications to seven 
buy indications. Except under extreme condi- 
tions, one or two thermometers have usually 
failed to give an indication, and one or more 
has usually been quite early. But by the time 
any five (or more) thermometers have given 
the same indication (whether buy or sell) and 
none of that five has canceled by giving the 
Opposite indication, a major reversal in the 
stock price index has invariably followed in 
the past. 


The Thermometer Control Ratio 


This brings us to the second method for 
organizing the thermometers for effective 
functioning as a team—the Thermometer 
Control Ratio or TCR. Each of the seven 
statistical time series has been converted to 
index numbers based on its own 1926-1954 
average. The seven index numbers for each 
month have then been averaged to give a 
single combined index number or TCR read- 
ing for that month. By reason of this deriva- 
tion, a TCR reading of 1.00 means that the 
Standard & Poor’s 50 Daily Industrial Stock 
Price Index at that time is exactly at its “fair” 
value, as determined (a) by current levels of 
earnings, dividends, book values, bond yields, 
commodity prices, etc., and (b) by the 
1926-54 average relationships between these 
variables and stock prices. 

For a sell-point and a buy-point on the 
TCR it was experimentally found that reach- 
ing a given level was not alone enough. The 
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empirical results would have been better if, 
after reaching a warning level (actually a 
TCR of 1.21), any excess each month over 
that level thereafter were accumulated until 
a total excess of 0.70 or more had been 
reached. At that point a major sell signal 
would be interpreted. 

Similarly, the requirements for a TCR ma- 
jor buy signal are the reaching of a reading 
of 0.74 plus cumulative deficiencies below 
that level, of 0.35. It is interesting that his- 
torically the warning levels have involved 
about the same degree of over- or under-val- 
uation of stocks, 1.21 representing 21 per cent 
over-valuation and 0.74 representing 26 per 
cent under-valuation of stocks. 

The accompanying table sets forth the 
various buy and sell signals, both for the seven 
thermometers and for the TCR, together with 
the readings of each of them prior to major 
reversals in stock prices. 


The Current Situation 


Prior to the June, 1949 low in stock prices, 
all seven thermometers were giving buy indi- 
cations on a cumulative basis, and continued 
to do so until July, 1954. One after another, 
they then reversed until by February 1955, 
four were in a sell position. The remaining 
three had not reversed, but they had risen out 
of the buy indication area. In showing four 
sells and three buys for a substantial period, 
the present is similar to the interval from 
May, 1933 to February, 1935, and from April, 
1947 to January, 1949. In the present situa- 
tion, a fifth sell indication will require either 
a considerable further advance in stock prices 
or else a decline in the fair value of stocks, 
occasioned by such developments as a fall in 
earnings or dividends or a further material 
rise in bond yields. Or some combination of 
higher actual and lower fair values would give 
one or more additional sell signals. 

The TCR also has not given a major sell 
signal. Stocks were undervalued (the TCR 
was below 1.00) until as recently as Septem- 
ber, 1954. Since then, the TCR rose at his- 
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torically a rather rapid pace to the warning 
ratio of 1.21 in June, 1955, and subsequently 
to 1.28 in September, 1955. Between these 
two dates it was slowly accumulating an 
excess over 1.21. The TCR subsequently 
dropped to 1.17, and more recently again 
moved up to 1.29 at the end of April, 1956. 
At this monthly rate of accumulating excess 
(1.29-1.21 or 0.08), it would require another 
five months to give a major sell signal, if both 
actual and fair values of stocks should either 
remain unchanged or should maintain their 
April 30 percentage relationship. 

Scope and Limitations of this Approach 

Stock prices don’t always rise or fall by 
reason of under- or over-valuation in the mar- 
ket. The buy and sell indications discussed 
herein would have worked quite well, viewed 
retrospectively, in advance of market cycles, 
but in addition, stock prices also experienced 
intermediate swings of small to moderate size, 
quite unheralded by the thermometers or by 
the TCR. 

Another limitation, inherent in any system- 
atic application of the past to anticipate 
the future, is that—at least in matters sub- 
ject to man’s control—the future is never the 
exact pattern of the past, but represents rather 
a new and unique synthesis, compounded out 
of economic, social, and political elements, 
each one perhaps qualitatively familiar but 
integrated into an unprecedented combina- 
tion. Hence, we cannot be at all certain that 
the relationships which held good from 1926 
to 1954 will still be valid now or in the future. 
This particular statistical machine has been 
working in forward gear, into future time, for 
only about 1% years. It has met its first test 
by not giving a major sell signal, by any 
interpretation, up to this time. It still has 
ahead of it the test of calling the next major 
turn in industrial stock prices. Over the past 
thirty years, action in accordance with signals 
would have bettered the stock price index 
itself by over 40 per cent. This is encouraging, 
but, of course, proves nothing. 
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at a new management tool. 


A management expert takes a critical look 


Operations Research: 
Need for Re-evaluation 


BOUT fifteen years have passed since 

operations research was developed and 
put into use and the name coined. It began 
with a study of military problems of a stra- 
tegic nature and was used successfully on 
such important problems as bombing-target 
selection, convoy patterns, weapon-utilization, 
and similar vital decisions. It was seldom if 
ever employed at the tactical level by subordi- 
nate field commanders, except indirectly 
through carrying out strategic decisions im- 
plemented on a grander scale at a higher 
level. 

In the fifteen years which have followed, 
operations research has gathered many de- 
votees who have sought means of applying 
and extending its methods to industrial man- 
agement decision making. Three major trends 
have comprised its development. First, it has 
gone far in adding advanced mathematical 
techniques to the tools used. Beyond this it 
has attempted to apply mathematical methods 
not only to strategic decision making in busi- 
ness, but also to tactical areas. Finally, it has 
bounded with great enthusiasm into the field 
of general management theory and group 
relations. 


About the Author— 

Analyst, writer, teacher, and business man, Mr. 
Odiorne is Director of the Intra-Company Manage- 
ment Program of the American Management Associa- 
tion. Since graduation from Rutgers and New York 
University, he has been a manufacturing production 
manager, developer of management programs, and 
has written some 40 articles for professional journals. 
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It is the thesis of this article that OR has 
made great forward steps in the first of these 
three areas. In the second, it is suggested that 
its value is yet to be proved. In the third area, 
it is proposed here that the OR proponents 
have exceeded themselves and are on most 
untenable grounds. Let’s look at each of these 
developments in operations research, and ap- 
praise how well these methods have worked 
themselves out, and what the implications are 
for management theory and practice. 


Mathematical Programming 


Four principal techniques have been suc- 
cessfully applied under the heading of opera- 
tions research in the transplantation of the 
methodology from military to managerial 
decision making. The first of these is linear 
programming. Here the models which Leontieff 
used in economics to describe input-output 
relations have been refined and extended to 
a multiplicity of specific strategic situations 
such as transportation, warehousing, inven- 
tory control, and product mix. 

The second is game theory wherein the 
mathematical techniques of Morgenstern and 
Von Neuman for finding the best or optimum 
combination of highly variable factors can 
be arrived at in rational fashion. 

The third technique is that of sampling 
theory which has been known to statisticians 
and mathematicians dating back to Leibniz, 
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but which came into widespread use through 
the work of Doctor Walter Shewhart of Bell 
Telephone Laboratories before World War IT. 

Fourth is the use of probability models for 
a multitude of such problems as estimating 
machine breakdown, and other prediction 
problems. The probability theory underlying 
much of it dates back over a century at least, 
with at least one monograph on Port Royal 
Logic being written in quite modern fashion 
about probability in 1662. 

The contribution of the OR experts of the 
decade since the end of World War II is 
mainly in finding new and highly ingenious 
applications for these techniques in managerial 
decision making. 

Among the subjects which have been dealt 
with by OR techniques are such managerial 
problems as transportation networks, market 
analysis, inventory control, warehouse loca- 
tion, plant-site determination, machine load- 
ing, production scheduling, cost analysis, 
machine replacement, allocation of capital, 
and a host of other important managerial 
problems. 


Status Problems 


At least two professional societies aimed at 
promulgating OR have been established, and 
other management and engineering societies 
have given some serious attention to educa- 
tional programs in it. In this first aspect of 
OR, it is the mathematician whose prestige is 
greatest, and who in fact makes the indispens- 
able contribution and comprises the elite. At 
the center of the inner circle of OR are the 
amazing few who not only know the necessary 
calculus and statistics, but carry it with easy 
familiarity onto the plant floor. 

While the mathematical procedure attracts 
the attention of a few genuine scientists, most 
OR men are hybrids of the theoretical and 
practical arts of designing mathematical 
models and running a business. This leads 
some people to misconstrue what an OR man 
actually is. To the shop man he may appear 
to be a long-haired mathematical wizard who 
wafts about the plant performing mystical 


rites involving higher mathematics. To the 
pure mathematician he seems to be a watered 
down version of a real scientist who probably 
washed out of the big leagues of higher mathe- 
matical theory, and works in the intellectual] 
boon-docks of applied math. 

As a result of this finely balanced position, 
the OR man himself is frequently uncertain of 
his status and function and seeks security by 
identifying his normative position as “report- 
ing to the top-executive level of management.” 

These status problems have some signifi- 
cance for the future of OR, for they bear 
directly upon the caliber of scientist who will 
pay serious attention to mathematical pro- 
gramming techniques upon which OR must 
ultimately stand or fall. If the scientific re- 
spectability of OR declines below the point 
where no serious mathematician would trifle 
with it, the future potentials of OR may 
never be realized. To the scholar or scientist 
it is more important that OR is a respected 
field of scientific effort than the fact that OR 
is a private entrance to Executive Suite. Since 
these scholars provide the basic materials and 
research labor for the OR mill, their sustained 
interest and effort in technical methods is 
imperative. 


Operations Research for Strategic 
Decisions 

With a more than adequate kit of tech- 
niques at its command, OR requires that 
problems be fed it in order to demonstrate 
its mettle. The experience of the mathematical 
economists and econometricians provides little 
by way of example to which OR people can 
point with pride when selling their wares to 
management. As one proponent expressed it, 
“A certain amount of blind faith” in the use- 
fulness of OR is required by a manager who 
intends to employ it for assistance in decision 
making. 

Since strategic decisions are most often 
made by executives of a corporate trustee 
level, it is understandable that OR’s growth 
rate has not been faster. Such men are un- 
accustomed to using unproven methods. Then 
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too, as a message OR is often couched in 
language which is not translated easily into 
the terms nor context which might make it 


palatable to a major executive. 


As a management technique, OR in its 
mathematical programming aspects has suf- 
fered grievously in terms of misunderstanding 
due to the internecine warfare of its experts 
over definition of its scope. Statistical quality 
control for example is considered by its ad- 
herents to include all aspects of mathematical 
programming, and a study of the talks pre- 
sented at the past three national conventions 
of the American Society for Quality Control 
reveals numerous papers on such topics as 
“Decision Making,” Market Research, Ma- 
chine Utilization, and Design of Experiments. 
Likewise, meetings of the Operations Research 
Association, American Statistical Association, 
and other august and learned groups have 
been replete with papers oriented toward man- 
agerial decision making in theory and in 
application. 


In the Organization Chart 


A paradox which confronts OR is the rela- 
tive level at which its practitioners must come 
to rest in the organization chart. Most case 
histories plus vociferous statements by its 
proponents extoll its uses for grand strategy 
decisions. Yet, the best technicians most gen- 
erally come from the staff of the plant engi- 
neer, considerably lower in the hierarchy than 
is customarily consulted in shaping top-man- 
agement decision making, and especially in 
such a fundamental way as prescribed by the 
techniques of OR. 

There is little comfort for the future pros- 
pects of OR in this regard, considering the 
great number of specialized staffs which are 
currently competing for the already over- 
crowded pipeline to the top-executive ear. 
Organization planners, control staffs, public 
relations managers, plus the nort.ial comple- 
ment of functional staff and line officers are 
vying for more time in the inner office now. 
Yet, unless OR staff gets this attention its 
usefulness in strategic decision making will be 
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impossible of fulfillment. It must then either 
settle down quietly to work through one or 
more layers to the top; or must concentrate 
upon doing its good work at a tactical deci- 
sion-making level. While this is a possible area 
for fruitful work, it too presents some diffi- 
culties. 


Operations Research for Tactical 
Decisions 

Students of management are in quite gener- 
al agreement that managerial decision making 
will be more precise at the strategic level 
through the use of mathematical programming 
and OR. Yet OR scientists have not stopped 
here but have forged into more specific nuts- 
and-bolts problems of industrial operations 
such as helping foreman Jones determine his 
machine loads and analysis of operator effi- 
ciency between day and night shift. 

There is little doubt that this is possible 
for a programmer, but the question arises as 
to whether or not this is a legitimate and 
economic field of activity for the tool, or 
whether or not it should extend itself below 
generalized or theoretical levels of decision 
making. There are many instances where this 
“push-down” has been tried and failed, and 
with sufficient frequency to suggest that its 
value in this area of doing business is yet to 
be proved. 

The question is not whether operations 
researchers should go out into the shop to 
perform their studies, for they obviously must 
study operations when and where they take 
place. The key distinction comes in the answer 
to the question: 

“Why are they studying an operation in 
the plant?” 

If OR teams are studying operations of a 
fork lift truck or assembly line simply to 
improve performance on that crew or that 
line alone and no other, they are working on 
tactical problems. If they are collecting data 
on these operations as a basis for a general 
policy or procedure decision affecting a wide 
range of similar activities, their concern is 
strategic. 
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This distinction is often missed in the fren- 
zied hunt for opportunities to use OR on 
something—anything! As a result, highly 
trained talent is sometimes employed to solve 
trivial problems, or developing answers not 
suitable to wider application. Using the artil- 
lery of OR to bag a mouse has three results. 
There is a general loss of confidence in the 
efficiency of the weapon; the cost of extermin- 
ating rodents rises to uneconomic levels, and 
the percentage of mice killed per salvo goes 
down. 


Reactions to Operations Research 


Overselling operations research as a tactical 
tool ultimately weakens its employment pos- 
sibilities. The over extension of statistical 
quality control through overselling is a case in 
point. Despite the excellent results to be had 
from control charts, the instances where over 
extension of the charting technique has caused 
a general loss of confidence in the method are 
common enough to provide material for doubt- 
ers of its suitability as a tactical tool in the 
plant. 

Experience of the writer with foreman 
training in statistical quality control in New 
Jersey factories indicated several basic prin- 
ciples which limit the application of this 
particular mathematical tool in control of 
minor details of manufacture. The first is the 
allergy which most foremen have to mathe- 
matics beyond simple arithmetic, even when 
they have been college trained in math beyond 
algebra. In its present state of technology, the 
business is managed at the plant level by an 
operating supervisor who has a block to cal- 
culation which involves anything as compli- 
cated as taking a square root. 

The use of game theory or linear program- 
ming in tactical decision making by manage- 
ment at the department level where so many 
important decisions must be made must await 
the day when all foremen or low level planners 
have a grasp of and liking for a more advanced 
level of mathematics than presently charac- 
terizes them. The addition of staff experts to 
help foreman or general foreman to perform 


his mathematical calculations, as is suggested 
by some, is sufficiently uneconomic as to be 
unforeseeable in the future. 

While future events may provide the key 
to this and other blocks to extending OR to 
tactical decision making, it is more realistic 
to assume that the greatest gains for OR in 
managerial decision making will be at the 
strategic level. Here, the results of mathe. 
matical programming, the design of scientific 
but simply executed sampling plans for in- 
spection and procedures for production plan. 
ning can exert a potent influence over the 
tactical conduct of the business without ex- 
pecting that every decision in running the 
plant must be based upon quantitatively de- 
veloped methods. 


The Philosophy of Operations Research 


In consideration of OR as a theory of 
management, we move out of the field of 
mathematics and mathematical programming. 
For despite the mathematical accoutrements 
with which it surrounds itself, OR is a logical 
system which has certain heuristic principles, 
fundamental hypotheses, definitional assump- 
tions, and useful fictions upon which it devises 
its decision-making actions. 

The best insights into these hypotheses are 
found first in its theories of group behavior 
and secondly in the methods which it adopts 
in selling mathematical programming as a tool 
of managerial decision making. There is in 
both a strong resemblance to a Veblenian dia- 
lectic. Despite the fact that the procedures of 
OR are incomprehensible to all but a cor- 
poral’s guard, the philosophy itself is quite 
understandable and is, in fact, the important 
aspect of operations research to management 
and to society. 

As we put aside the present vague, intuitive, 
inductive, and highly personalized methods of 
decision-making in management in favor of 
OR techniques, we must track down the pos- 
sible consequences of this new system of 
power, and foresee some of the results of 
carrying out the philosophies proposed by the 
new decision makers. 
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Great emphasis is placed upon the mathe- 
matical programming method as a tool of 
management. Tacitly implied in the array of 
papers presented is an underlying assumption 
that mathematical programming és manage- 
ment theory. This theory is vigorously mer- 
chandised by a technique which can best be 
described as “obtaining the King’s ear.” A 
typical approach here: 


“Opportunity is the life blood of every OR effort 
today. If there is opportunity, then select one or 
more persons from your company to form the 
nucleus . . . be sure your consultants really train; 
and by training, I mean the activity of instilling 
enough information so that the person in charge 
knows when and where to go for help .. . then 
perhaps for the first time management men can 
begin to understand what rational behavior really 
means.” 


A Proposed New Method of 
Management 


The implication here is clear. What we are 
dealing with is not a tool of management; but 
a proposed new method of management. It 
implies that the manager of the future must 
be equipped to make decisions based upon 
mathematical programming of data and quan- 
titative fact. While today’s archaic manager 
can get along by giving his ear to the OR 
programmer, the manager of the future must 
himself be nothing less than a master pro- 
grammer who manages a corps of subordinate 
programmers. It implies, as Drucker has said, 
that “the days of the intuitive manager are 
numbered,” and every opportunity to hasten 
his departure is a boon to OR. 

These are serious implications, and require 
that we look again at both the methodology, 
and the basic philosophy of management, of 
the OR technicians who are doing most to 
develop these methods, and to install them 
by frank opportunism. If we accept these 
masters of mathematical programming as de- 
signers of our decisions, we invest them with 
enormous power, not only within the company 
which employs them, but within society itself. 

The most important fact about the new 
decision making is that it reduces complex 
variables into quantitative terms, expressing 
possibilities in terms of the simple, clear, and 
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precise techniques of mathematics. The essen- 
tial newness here is not the method of convert- 
ing highly complex decisions into numerical 
form, but the principle of managerial decision 
making which emerges. 

It replaces the management principle which 
is induced from case studies, experience, and 
the recital anecdote of experienced Old Hands, 
with a deductive method of simplicity and 
precision in the face of uncertainty. In the 
place of hunch and intuitive guess, the execu- 
tive consults a probable chain of events, on 
which the chances of an event are expressed 
in a range of probability. It replaces inductive 
logic, or inductive probability with deductive 
probability. 

Expressing it another way, it replaces 
management by principles as developed in 
law, economics, or the social sciences with 
management by principles as developed in 
mathematics and science. This is not to say 
deduction is bad. It is merely suggested that 
managers should be fully cognizant of the 
significance and nature of this change before 
plunging wholeheartedly into this new theory 
of decision making, or abdicating control to 
the new elite. 


Assumptions of the New 
Decision Makers 

The new decision makers proceed on certain 
basic assumptions which one should under- 
stand from the beginning. In general, they 
are economic hedonists. They assume that all 
significant facts are subject to quantification. 
They assume that every decision will be 
judged by the value-standard of price, and 
that price is equivalent to value. This in itself 
leads to some circularity in reasoning. Further- 
more, their price calculus is almost universally 
couched in the terms of accounting assump- 
tions. Their study of interpersonal relation- 
ships within a social group is confined to small 
group relations. In 1953 C. West Churchman 


defined operations research as: 
“That branch of social science in which one is con- 
cerned with measures and methods of effective 


decisions in social groups. In other words, opera- 
tions research is the study of group behavior from 
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the viewpoint of the quality of the behavior: the 
quality of the behavior refers to the effectiveness 
of decisions relative to a set of objectives.” 


It is obvious that OR is not simply a tech- 
nique for descriptive analysis of the decisions 
of groups, but rather a new philosophy for 
making decisions with procedures to match. 
This being the case we must logically ask 
upon what basis goodness or badness of the 
decision is chosen by the mathematician? We 
must further ask if the standards for mana- 
gerial decisions are properly set by those who 
are simply masters of measurement techniques? 

If the acceptance of positive standards is 
part of the package which we must buy in 
order to utilize the measurement methods, we 
can rightly ask outselves if it isn’t time to 
reassess the position of OR as a science, with 
the possible view of reducing it to its logical 
position as a functional programmer rather 
than a shaper of management principle? 

In 1921 Thorstein Veblen in The Engineer 
and The Price System suggested a new man- 
agement principle under which the “tough 
neutral technician” would assume control of 
the economy for the purpose of unleashing the 
productive power of technology for use. Al- 
though the goals of the OR technician are less 
clear than those of the Veblenian “soviet of 
engineers,” there are sufficient likenesses in 
result to suggest that we might wish to recon- 
sider what would seem to he a “soviet of 
mathematicians” or at least to investigate and 
define more fully what manner of business 
system we might have under the system result- 
ing from full development of the policies of 
the new decision maker. 

It might well be that, having all of the facts, 
we would decide to adopt the advice of the 
Greeks and be ruled by philosophers. Or per- 
haps we might go to the philosophy depart- 
ment and ask for some assistance in improving 
our decisions through better application of 
inductive, non-mathematical logic which would 
bring the experience of our skilled executives 
in fuller use. Here we might obtain some help 
in the prediction of success of propositions 
rather than events. In management there is 


some doubt that we can consider the data of 
group relations as facts, but rather as argy- 
ments upon which it is rational to attach some 
weight. 

In insisting upon demonstrative fact for 
decision making we may start the art and 
science of management along paths which are 
impossible to retrace, and which lead to 
socially untenable positions without ever 
having consciously chosen the destination at 
which we have arrived. 


Summary 


The brief here has been for a broad re-eval- 
uation of operations research. It suggests 
that this evaluation must consider OR as a 
technique of mathematically programming 
managerial decisions; that these techniques 
may be applied to strategic or to tactical 
problems; and finally that there are some 
serious philosophical implications for man- 
agement theory which should be considered 
before adopting operations research in such 


applications as group relations, or investigat- 


ing mathematicians or industrial engineers 
with an important role in designing the 
machinery of managerial decision making. 


The observations given here are by no 


means intended as a criticism of the motives 
nor technical methods of mathematical pro- 
grammers. Nor is the need for evaluation 
suggested here an entirely new one. The prob- 
lem of conflict between the technician and the 
philosopher is neither all black nor all white. 
It is at the heart of a fundamental conflict 
which engulfs the world, and in which the 
ultimate answer is not known, although we 
may have confidence that our own liberal 
position is tenable in the long run. No problem 
of modern management is greater than the 
proper choice of method by which manage- 
ment makes decisions, with the one exception 
being the selection of proper goals. It is in the 
light of these goals that decision making sys- 
tems must ultimately be evaluated, rather than 
their quantitative efficiency. Further, these 
goals are too important to be entrusted entire- 
ly to the mathematicians for their definition. 


Michigan Business Rel 


‘ 
‘ 

oat 
us 

| 


r 
id 
re 
Lo 
pr 
AGS 
we 
i 28 
f 
A A 


Current Publications 


OF THE BUREAU OF BUSINESS RESEARCH [iJ 


Michigan Business Studies, Vol. XII, No. 8 
THE THEORY AND TECHNIQUE OF COST ACCOUNTING 
FOR THE HOSIERY INDUSTRY 

By A. WeyMAN Parrick, Assistant Professor 

McIntire School of Commerce, University of Virginia 

This study is a comprehensive discussion of the problems encountered in the 
hosiery industry in determining the manufacturing cost per unit of product and 
in the development of techniques by which these problems can be solved. The 


author recommends the use of standard costs and has given parti attention” # 


to setting standards for yarn usage, direct labor, burden, and loss on imperfects. 
The reasons for, analysis of, and uses to be made of variations from standard have 
been emphasized and a:statistical method has been developed for determining the 
significance of standards. Attention is also given to the cost sheet and to internal 

ing. Visits to industrial plants, interviews and correspondence with business 


executives, and assistance provided by the National Association of Hosiery Manu- -— 


facturers and the Southern Hosiery Manufacturers Association provided a source 
of practical information for this study. 

225 pages, 50 tables, 3 charts 

_ cloth, $2.50 


Michigan Business Studies, Vol. XII, No. 4 
THE DETROIT MONEY MARKET, 1934-1955 


By G. Water Woopwortn, Professor of Finance 

School of Business Administration, University of Michigan ? 

This is an intensive s of commercial devel its in Detroit 
since the Bank Holiday ~ By Including, as adh and recon- 
struction during the Great Depression, financing the Second World War, and the 
unprecedented postwar boom, the eta covered is highly dynamic. As a background, 
attention is first given to the economic environment and its bearing on king 
policies. Analysis is then focused on the policies and developments pertaining to 
capital funds, deposits, liquidity, loans, investments, earnings and expenses, and 


between banks in Detroit, Cleveland, Pittsburgh, Chicago, 
Cities. 

‘ers in gaining knowledge an pective concerning management ems - | 
and the banking sytem whole. I should alo be of interest to others con 
cerned wi troit banking, with banking policies and operations in general, 
and with money market developments. s: 
300 pages, 126 tables, 26 charts 
cloth, $5.00 


am 


ORDER FROM Bureau of Business Research, School of Business Administration 
University of Michigan, Ann Arbor, Michigan 


| 
_ 
| 
3 


